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Es THe TRADITIONAL HIGH COST THSORY AS APPLIED TO SKALL BUSINESS 

There was once a theory that small plents could not be used 
for war production because their unit costs were so high that they 
could not possibly compete with the 1000 big producers of Anerica. 
This allegation was frequently put forward by procurement officers 
as their reason for not inviting the s:all plants to bid on proposed 
procurenents. In Public Law 603 (77th Congress), Congreas punctured 
this particuler excuse for discrimination against sisall business by 
providing: 


The Congress hereby recognizes the fect that 
business concerns operating srall plants are frequently 
ubable to produce certain articles at as low a per unit 
cost as business concerns operating large plants end 
thet, as a consequence of such fact, in order to mobile 
ize the Nation's full productive canacity, including 
both large and small plents, it may be necessary for 
the Government to pay a higher per unit price for such 
erticles to business concerns onerating small plents 
then it pays to business concerns overeating large 
plants. 


II, Wii POLICI™S “MICOURAGED BY CONG2ESS 

Chiefly because of this legislation, which was passed unane 
imously by both houses of Congress, and because of the insistance of 
Smaller Yer Plants Corporation, the Services authorized their procure 
ment officers to inclué@e small plants among those invited to bid on 
Proposed contrects where the work wes such that small plents could 
take 2 hend, In accordence with the section just quoted, the contract 
officers vere specifically authorized to make awerds to small plents, 


even though their unit prices bid might be as much as 15 percent higher 
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than those offered by larger manufacturers, In other words, the 
procurenent officers were authorised to pay a premiun » up to 15 per- 
cent, in order to bring the small plants actively into war work, 


and thus mobilize all our potential industry for winning the WEI. 


III. | GIVING WAR PRODUCTION WORK 10 SMALL, BUSINTSS SAVES wouZY. 
Though this new policy, on the surface, looked as though 

it might increase the taxpayers’ burden because of the euthorizea 

15 percent premium to small plents, the final result has been Jast 

the opposite, Many plants have been helped to get into wer work by 

the prenium, but, even in such cases, bringing the little plants into 

wer production made unnecessery the creation of new facilities at 

government expense, either directly or through tax deductions, Further, 

and, es a natter of fact, meny small plante have underbid their big 

competitors end have actually saved the governnent money on the streight 

uhiteesst besis, Here is some evidence of interest in this resnect,. 


1. Goerzles for Flyers. 


Under an old contract, ewarded to one of the largsst op- 


tical cormanies in Anerica, the gogzle in question cost the 


Governnent $4.96 per pair. On a new procurement of 166,375 identi- 


cal goggles, two bids were turned in, one by the prior manufacturer, 
end one by a srall manufacturer employing but 46 men, drought into 


the bidding by the SPC. The big manufacturer bid his old price 


$4.96 per pair end the srall manufacturer bid $3.50. 
To guarantee eneed, the contract wns split, 109,000 going 


‘to the big manufacturer end 66,275 to the little manufacturer, 
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but the price per goggle was cut to $3.58 because of the 
low-price competition of the small plant, 
The saving to the Governyent on this one purchase 


because a smell manufacturer was brought in was $229,589.50. 


Mlectric Fesate 


The cost of a certain type of electric heater aszenbly 
placed with a big manufacturer had been slightly over $12 each 
on several prior contracts. On a new procurement, 92,610 units 


were sought. The bids were: 


Size 
(Exployees) Price Bid 
General Hlectric Co. Gonn.) Large $6.17 
Dominion Electric Co. (0.) 325 5.56 (award) 
Peerless fg. Co. (Ky.) 250 5.87 
Vaters Couley (inn. ) 96 6.48 
Soler Lt. Co, (I11.) 57 5.40 (award) 


Lwards were made to two low bidders who were srall con- 
penies at 2 unit price 10 percent better then the General Electric 
bid end over six dollars a piece better than the prices paid 
before the SPC brought several small plants into the competition, 

The cash saving to the Governnent on two precurezents of 
electric heater assemblies, by means of the low price competition 
of snzll plents brought into the bidding by SPC, w2s over one 
million éollers, 

Se Dlectric Relays, Bins, Shelves, end Body Assemblies. 

The four accompanying charts show the bid received by the 

Services on five procurement items, In each ense, srall menufac. 


turers whose nares were presented by SPC were brought into the 
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bidding by the procureuent officers, and in each case all or 


a part of the award was made to these small mamfecturera 


because their bids were lower, 


On the relays, there were nine bidders, three siall 
' end six large. The low bids came from one gall and one large 


compsny. The other five big companies were all higher than any 


one of the small companies, 


The prices bid on bins ere interesting because three 
small plants in Indiena and Minnesota took all the business on 
their low vids, end completely shut out the larger compenies in 
FVichigan, Illinois and Oregon, The saving to the government — 
the low bids of the small plents as cormared with the high bid 
of the lergest ehnifesterer, with his 3,645 employees, was 49 
percent. The bids on adjustable shelves shows the same wide 
éivergence of bids, though the low bidder in this case was sorc= 
what larger, with 200 employees--still a srall plant. 

The small body assenbly procurement contained two 
separate items, The bidding was extremely close, as the iten 
wes not difficult to compute on the basis of past exnerience,. 
But here again, though the largest concern with 550 erployees 
showed a low bid, several concerns with less than 100 erployees 
were &8 low, end were given part of the award. The lowest bids 
in both cases were eubritted by concerns which had less than 50 
employees, though they would not have been able to take the entire 


contract and finish the work in the time allowed. 
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The following is a table illustrating the bidding on a 


nunber of items, some of them of high precision workmanship: 


Iten Best Bid of Vanufacturers Saving by 
Lerse small Sra.) fer. 

Shock absorbers for 

instruments $ 149,164 $ 96,260 $ 52,904 
frincers 

Photographic 36, 600 8,978 27,621 
Hardware 57, 501 37,520 19,981 
Propeller covers 61,040 45,695 15,245 
Esrdware 11,388 6,691 4,697 
Camera 

Gan sight-aining 174,500 153,900 20,700 
Canera | 

Vegezine 367,775 260,000 107,776 
Fumidity indicators 378,000 242,550 125,450 


The last two itens in this list are articles of high pre- 
cision, end the lerge cometitiors included the nation's leading 


renufecturers of cameras. 


Iv. SIZE AND COSTS. 

The truth of the matter is that size and unit costs are not 
necessarily related, Ordinary people with little experience in nore 
then one kind of production, and with a natural admiration for grest 
impressive steel, automobile, and munition plents, have acquired the 


notion that the bigger a plant is the lower its unit costs and the 
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greater its profit margin in the conpetitive struggle. This is a 


fallacy, ‘The nedium sized autonobile plants often make more profit 
per car than do the giants. The sane is true in steel plants. Most 


of our dig businesses in Anerica were too big for their own good 


pefore the war, 


When it comes to the manufacture of small erticles, espec= 
fally well-lmown articles for everyday use and enything which hes a 
style angle or is produced in small quantities, the srall manufecturer 
hes s grest adventaze over the giant concern, In any case, the analy- 
sis of the bids of big and little plents on war contracts is convincing 
on these four points: 

Le Fobilizing small plants for war production helped war 
production end saved money for the taxpzyers by bringing prices 
GOWN, 

&e Small menufecturers can malre thousands of war itens 
at prices cheaper then big concerns can afford to bid. 

Se In the few cases where slightly higher prices heve 

been allowed to small concerns, under the sanction of the 
Act of Congress, the suving in facilities and menpover hae 
more then ecuslized the account from the stendpoint of the 
taxpeyer, 

4, On individual procurements, if properly presented so 


the small man cen understand what is wanted, end the time 


linits are reasonable, the lowest bids will almost always be 
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mnede by the sualler concerns, not by the bligser concerns. 


Of course, this does not apply when the contract calls for 


a completed battleship, tenic or plans, but it does epply 
even to the most technical parte and equipment involved. 
Under the circumstsnces, the factor that keep small business 


from getting shead, both in time of war end in time of peace, are not 


found in the comparative costs of production. Therefore, we may con- 


clude thet bringing in the srell war plents has helped the war effort 


end it has saved money for the taxpayers. 


Another important item to be kept in mind in comparing costs, 
es between large snd small plants, is the fact that low bidding on the 
pert of large concerns does not, in itself, prove lower production 
costs. Yor verious reasons, % giant concern may et tires be willins, 
or even wish to, teke © contract which is bound to involve loss. A 
larce concern can fece such a loss with equenimity, for it can usually 
balence it against enother transaction which head produced a large 
profit, In this way, it cen eut dow the excess profits tex on the 
profiteble iters, thus reducing the loss on the contrect to a negligible 
figure, he erell concern cennot thus jugcle losses aginst gains. Tt 
must elweys try to make a profit. Hence, low bids by small firms usually 


meen actually Low production costs, 


